





CONSCLI DATI ON AND SELF SUFFI CI ENCY OF AGRARI AN REFORM SETTLEMENTS

BORRONER AND
GUARANTOR:

EXECUTI NG AGENCY:

AMOUNT AND SOURCE:

FI NANCI AL
TERVS AND
CONDI Tl ONS:

CBJECTI VES:

(BR-0274)
EXECUTI VE SUMVARY
Federal Republic of Brazil

Instituto Nacional de Colonizacdo e Reforma Agraria
(1 NCRA)

IDB: (OCin local currency) US$51 nillion
Local counterpart funding: US$34 million
Tot al : US$85 mITion
Anortization period: 25 years

G ace peri od: 5 years

Di sbursenent peri od: 5 years
Interest rate: 4%

Supervi sion and i nspection: 1%

Credit fee: 0

Currency: N A

Past approaches for addressing problens of |and
distribution in Brazil have focused on land reform
progranms adm ni stered by the Governnent through its
Instituto Nacional de Colonizacdo e Reforma Agraria
(1 NCRA) . At the heart of INCRA's program is the
acquisition of land and the support of organized
rural settlenents to enable them to reach self-
sufficiency.

Any organized settlement residing on land for which
it wants to secure title is in principle eligible for
a package of assistance fromINCRA Mst settlenents
requesting and receiving this support are squatters

on large |and-hol dings. In rmany cases, their
possession of the land has arisen as a result of
conflict. INCRA s package of support includes |and
pur chase and titling, i nfrastructure, hi ghly

subsi di zed credit, access to technical assistance and
some soci al services.

VWen the programto support settlements was devel oped
in the late 1960s, INCRA's support was intended to
provide a bridge of assistance so that settlenents
woul d becone sel f - sufficient by eventual | y
graduating from INCRA's assistance. In practice,
however, I NCRA has | ost sight of the self-sufficiency
obj ecti ve.

Al though INCRA is supporting sone 560,000 famlies
residing in organized settlenents (sone of whom have
been receiving support since 1970), only 48,000
fam lies have graduated from I NCRA support. Because
funds utilized to support these settlenents use an
i ncreasing share of INCRA s budget, fewer resources
are available to incorporate new settlenments into the
| and reform program thereby hi nderi ng t he
government's efforts to increase the pace of |and
di stribution.
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DESCRI PTI ON:

The programis objective is to develop a system for
accelerating the process of graduating rural

settlements from |INCRA support. Wth 75 agrarian
reformsettl enments (about 12,500 families) serving as
its focus, this pilot program wll develop and

finance graduation packages for each of t he
participating settlenments. These packages, which are
designed so that settlenents can reach self-
sufficiency and graduate fromthe I NCRA program will
provi de soci al and productive i nfrastructure,
techni cal assistance and training. By the end of the
program a decentralized nodel for a nore organized
and rapid graduation process for rural settlements
wi Il have been devel oped and tested. |If successful,
it is anticipated that the nodel will be replicated
in a nation-w de graduation program

The seven states selected for the program are:
Maranhdo, Rio Gande do Norte, Mnas Gerais, Mito
Grosso, Mato Gosso do Sul, Parana, and R o G ande do
Sul .

The program has t he foll owi ng component s:
(i) graduation packages; (ii) program eval uati on and
studies; and (iii) project admnistration, graduation
pl an preparation, and external audit.

1. @Gaduation Packages (US$64.6 nillion)

a. Infrastructure (US$43.1 mllion)

Most of the project's resources will be used to
finance conmunity investnents. These investnents
would be granted to participating settlements who
woul d donate Ilabor as an in-kind contribution.
Investnents fall broadly into three categories:
(i) physical i nfrastructure; (ii) soci al
infrastructure; and (iii) productive infrastructure.

Those investnments wll include: inprovenent of
existing and construction of new access roads,
installation of electrical transmssion l|ines, and
construction of smal | wat er suppl y syst ens,
construction and equipping of primary schools and
health posts, construction of on-farm storage
facilities, soil recuperation (including terracing,
deconpacti ng, and reforestation), envi ronment al
protection, and community agro-industrial facilities
to prepare products for market.

b. Techni cal assi st ance and training
(US$21.5 nmiTTion)
G aduation packages wll also include technical
assi stance and training for settlenment associations.
Techni cal assistance will support producti ve
i nfrastructure proj ects in ar eas rel ated to

agricul tural production, processing, marketing, and
m croent erpri se devel opnent.

2. Programevaluation and studies (US$3.7 mllion)

a. Inpact study (US$1 nmillion)
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This study, to be undertaken at the end of the third
year of the project, will: (i) identify problens and
issues in the design of the program (eg. unforseen
i npedi mrents to graduation); (ii) determ ne whether
the approach in the pilot will be applied nation-
wide; (iii) evaluate INCRA s perfornmance in program
execution; (iv) develop benchmarks for aceptance of
newly organized comunities into the program with
the goal of speeding the rate of graduation; (v)
recormend new criteria, procedures, and neasures to
be taken to make the program nore effective; and (vi)
eval uate the soci o-economc and fiscal inmpacts of the
program at the local and regional |evel.

b. Phase ||, preparation (US$2 mllion)

The Program will finance the preparation of
addi tional graduation plans in order to extend the
program to the national |evel. Funds for phase |1
preparation wll be wutilized after the project's
i mpact assessnent.

c. Pilot studies of the Amazon (US$0.7 nmillion)

G ven the conpl ex social and environmental conditions
in the North, the programw |l provide funds to study
the special needs and conditions of agrarian reform

settlements in the Amazon. Specifically, six case
st udi es of di fferent types of settl enments
(traditional settl enments, extractivists, and
colonies) in different sub-regions will be prepared.

These case studies wll exanmine infrastructure,
assi st ance received, or gani zati on, producti ve

systens, future prospects, and nake recomendations
for future interventions.

3. Project admnistration, and graduation plan
preparation (US$8 nilTlion)

a. Adnministration (US$3.25 mllion)

The program will finance the cost of operating the
executing unit at the national 1evel and special
technical groups at the state level. The conposition
and function of these units are detailed in
Chapter 111.

b. Gaduation plan preparation (US$4.75 mllion)

The programwi |l finance preparation of the renaining
62 graduation plans to be initiated in year two and
three of this program As detailed in Chapter 11
consulting firms wll be hired to conplete the
remai ni ng pl ans.

Ext er nal auditing wll be perforned by the
"Secretaria Nacional de Controle", which wll
perform annual audits of the project's financial
st at enent s.

Responsibility for overall coordination of the
program wll rest wth I NCRA. The project's
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RELATI ONSHI P OoF
PROJIECT IN BANK' S
COUNTRY AND
SECTOR STRATEGY:

ENVI RONMENTAL  AND
SOC AL REVI EW

BENEFI TS

Rl SKS

executing unit at the national level will be |ocated
in the Ofice of the President of |NCRA At the
local level State Technical Units (STUs) wll be

created in INCRA offices in the seven participating
st at es.

The operational manual, devel oped in preparation for
the program establishes
t he maj or guidelines for

pr oj ect execution
i ncl udi ng organi zati onal
structure, sel ection
criteria, eligible

i nvestments, procedures
for developing plans,
and environnent al and
procur enment procedur es.

The Covernment's poverty alleviation strategy is
linked to an overall strategy for overcom ng
constraints to investnment and productivity growth in
the agricultural sector. The Bank's |ending program
is supporting Brazil in the following priority areas:
(i) reformof the public sector and nodernization of
the state; (ii) opening up of the -econonmy and
noder ni zati on  of the productive sectors; and
(iii) inprovenment in equity and poverty alleviation
through | and distribution and job creation.

By nore rapidly graduating rural settlenents to speed
up the process of land reform the program
contributes to all three of these priority areas.
First, the programis reformng the public sector by
improving [INCRA's capacity to inplenent t hose
procedures. Second, the program is contributing to
noder ni zati on of the productive sectors by increasing
t he productivity of agriculture t hr ough t he
establishment of family farns and better |and use
Third, the programis inproving equity by freeing up
fiscal resources to increase the nonmentumof Brazil's
| and reform program

Due to the limted scale of each investnent plan, no
significant negative environnmental or social inpacts
are expected. The programis operational manua
requires that each plan identify probable negative
environnmental inpacts of its investnments and propose

and execute nmeasures for mtigation (& 5.10).

The beneficiaries, participating agrarian reform
settlements, will receive the direct tangible project
benefits of infrastructure and technical assistance.

More significant, however, is the benefit of
est abl i shi ng a transparent system for rapi d
graduation of settlenents from INCRA. A transparent
system for graduation will nore efficiently utilize
I NCRA's resources thereby enabling nore comunities
to participate in the | and reform program

Only 47 settlenents with 48,000 famlies have
graduated from I NCRA support. VWil e graduating so
few famlies in part reflects a lack of incentives

particularly in the credit program it also reflects
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a resistance on the part of INCRA to developing a
program for graduating settlements. Strong politica

will fromthe Government to dramatically increase the
pace of the land reform program is putting
considerable pressure on INCRA to develop such a
progr am

Prior to first disbursenent the contract will require
the foll ow ng:

a. Evidence that the executing unit is fully staffed
(& 3.13);

b. Evidence of the establishment and staffing of
seven State Technical Units for project execution at

state level (& 2.5);

c. Inplenentation of the program s operational nanua
prepared according to version previously approved by

the Bank (& 2.7);

d. Signature of an agreement between the MDA and
I NCRA outlining the responsibilities of each in the

program s execution (& 3.3);

e. Bank approval of a npbdel graduation agreenent to
be signed between the settler's association or
cooperative, the nmunicipality and the executing unit
outlining the responsabilities of each in the

i mpl enentation of the respective Gaduation Plan (&
2.13);

f. Signature of a contract between the Banco do
Brasil and INCRA under which the former agrees to

serve as financial internmediary (& 3.14).

O her special conditions to be included in the
contract are:

a. Prior to financing of graduation packages for this
program submission to the Bank for approval of the

indicators for the programis inmpact study (& 2.24);
and

b. Prior to transfer of resources to a specific
settlement, evidence that the settlenent has signed

the agreenment described in item"e" above (& 2.13).

It is recommended that up to US$1.9 million in
previ ous expenses be recognized as | ocal counterpart.

This request is for costs associated with preparing
the 13 graduation plans in the sanple and with

creating the executing unit (& 3.25).

This operation qualifies as a social equity enhancing
project, as described in the indicative targets
mandat ed by the Bank's Ei ghth Repl eni shnent (Documnent
AB-1704). Furthernore, this operation qualifies as a
Poverty Targeted Investnment (PTlI) according to
sector-automatic, geographic and head-count criteria
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EXCEPTI ONS TO
BANK PQLI CY:

PROCUREMENT:

(& 5.20). The borrowing country will be using the
10% points in additional financing.

None.

Goods and services. In accordance with Bank policies,
international conpetitive bidding will be used for
contracts for works worth US$5 million and over and
for contracts for goods and related services worth
US$350, 000 and over.

Consul ting services. Consulting services wll be
selected and hired in accordance wth Bank
procedures, as established in Annex C to the |oan
contract. International competitive bidding will be

required for contracts worth nore than US$200, 000
equi val ent .
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